Four years on - Are gazelles still running? A longitudinal study of firm performance after a period of rapid growth by Senderovitz, Martin et al.
This is the author’s version of a work that was submitted/accepted for pub-
lication in the following source:
Senderovitz, Martin, Klyver, Kim, Steffens, Paul R., & Evald, Majbritt
(2012) Four years on – are the Gazelles still running? A longitudinal study
of firm performance after a period of rapid growth. In 2012 Babson Col-
lege Entrepreneurial Research Conference, 6 – 9 July, 2012, Fort Worth,
Texas.
This file was downloaded from: http://eprints.qut.edu.au/52879/
c© Copyright 2012 [please consult the author]
Notice: Changes introduced as a result of publishing processes such as
copy-editing and formatting may not be reflected in this document. For a
definitive version of this work, please refer to the published source:
   
 
 
 
FOUR YEARS ON – ARE THE GAZELLES STILL RUNNING? A LONGITUDINAL STUDY 
OF FIRM PERFORMANCE AFTER A PERIOD OF RAPID GROWTH 
 
 
Martin Senderovitz, University of Southern Denmark, Denmark 
Kim Klyver, University of Southern Denmark, Denmark 
Paul Steffens, Queensland University of Technology, Australia 
Majbritt Rostgaard Evald, University of Southern Denmark, Denmark 
 
 
 
ABSTRACT 
 
Gazelles, or very rapidly growing firms, are important because they contribute disproportionately 
to economic growth. There is a concern that some of these firms pursue growth too aggressively 
resulting in lower subsequent performance. We investigate the relationship between growth and 
subsequent profitability for gazelle firms, and how this is moderated by firm strategy. Previous 
empirical research regarding the growth-profitability relationship for firms in general is rather 
inconclusive, with only one study specifically investigating gazelle firms. Likewise, there are 
theoretical arguments both for and against growth leading to profitability that equally apply to 
gazelle firms. Further, while contingency theory might suggest the relationship depends on the 
firm’s strategy, earlier studies have not investigated this relationship. We address these questions 
using longitudinal data (seven years) for a sample of 964 Danish Gazelle firms. Our study finds a 
clear positive relationship between growth and subsequent profitability among gazelle firms. 
Moreover, this relationship is stronger for firms pursuing a broad market strategy rather than a 
focus or niche strategy. An important managerial implication is that the growth strategy should be 
clearly integrated with the general strategic orientation of the firm. 
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INTRODUCTION 
 
Gazelle firms—firms growing considerably faster than the average industry level—make very 
valuable contributions to job creation and economic wealth in society (Birch 1979,  1981; Fischer 
et al. 1997; Henrekson and Johansson 2008). The ability to create jobs and act as an economic 
generator seems to be independent of the general financial situation in society. Even in periods of 
recession, gazelle firms have a large impact on job creation and economic development 
(Henrekson and Johansson 2008). For this reason, Gazelle firms have received considerable 
attention in both the academic literature and business press. They are often portrayed as the 
“heroes” in the economy, for example expressed in various events honoring the highest growing 
firms (e.g., “The Gazelle of the Year”, “Entrepreneur of the Year” etc.). 
 
Although gazelles are an interesting and economically important type of firm, there has been 
some concern, fuelled in particular by a number of spectacular failures during the “internet 
bubble” of the early 2000s, that certain firms may seek high growth strategies that are not 
ultimately very profitable. Indeed, recent research has shown that firms who pursue growth at the 
expense of profitability perform poorly in later time periods (Davidsson et al. 2009; Steffens et al. 
2009). We are interested in the question: is too much growth a bad thing for gazelles? 
 
In particular, we are interested whether growth that is very high leads to lower or higher 
subsequent performance. In particular, we focus on subsequent profitability. Prior research has 
revealed that the relationship between firm growth and profitability is a complex issue. Results 
from empirical studies of the general population of firms are inconsistent. Some studies find a 
substantial positive relationship, some find a weak positive relationship, some find no relationship, 
and others argue that high growth may even restrain and reduce profitability (Capon et al. 1990; 
Russo and Fouts 1997; Cox et al. 2002; Cho and Pucic 2005). Only one study has investigated 
high growth firms in particular and found no significant relationship between growth and 
profitability (Markman and Gartner 2002). Moreover, there are theoretical arguments supporting a 
positive and negative relationship between growth and profitability. Arguments that favor a 
positive relationship include economies of scale (Mansfield 1979), experience curve effects (Amit 
1986), liabilities of smallness (Aldrich and Auster 1986) and first mover advantages (Lieberman 
and Montgomery 1988). Alternatively, managerial challenges of growth (Penrose 1959/95) and 
firm transitions (Churchill and Lewis 1983; Greiner 1972) suggest that a negative relation between 
growth and profitability may exist. 
 
In addition to investigating the growth-profitability relationship in itself, we are interested in 
how strategic orientation influences the relationship. The ability of a firm to grow profitably will, 
to some extent, be dependent on the strategy that the firm pursues (Cowling 2004; Davidsson et al. 
2009; Florin et al. 2003). However, this interaction has not been examined empirically. In 
particular, we are interested in whether firms that pursue a broad market strategy, rather than a 
niche strategy, are able to achieve fast growth more profitably. 
 
To provide some answers to these questions, we surveyed a large sample of Danish Gazelle 
firms and collected their financial performance over a seven year period. In the next section, we 
discuss the theoretical perspectives about the growth-profitability relationship and the previous 
empirical results. On the basis of this description we develop two hypotheses about the growth-
profitability relationship and the moderation effect. We then describe the methods used and 
present the empirical results. We conclude with a discussion of the results and the implications of 
the study. 
   
 
THE GROWTH-PROFITABILITY RELATIONSHIP  
 
Firm growth has been an essential part of management research for decades (e.g., Penrose 
1959/95; Birch 1979, 1981; Storey 1994), and has also been an important part of the 
entrepreneurship research field (Davidsson et al. 2006). For instance, many previous studies have 
used growth as a measure of success (e.g., Delmar 1997; Sexton and Smilor 1997). Stevenson and 
Jarillo (1990) state that “entrepreneurship is the function through which growth is achieved” (p 
21). In strategic management, growth has been seen as an approach to achieve competitive 
advantages and a way of becoming increasing profitable (e.g., Russo and Fouts 1997; Cho and 
Pucic 2005).  
 
Although from a societal point of view firm growth may be desirable, it is not necessarily the 
case for the individual firm. Unless growth in the run long is seen as a pathway to profitability, 
growth in itself may not be desirable from a firm perspective. Some theories suggest growth may 
cause organizational and management challenges and therefore may have detrimental effects on 
performance (Greiner 1972; Kazanjian 1988). 
 
Disagreement both theoretically and empirically seems to prevail regarding how the growth-
profitability relationship unfolds itself. A review of the empirical results are first presented 
followed by an overview of the theoretical perspectives. 
 
Empirical studies of the growth-profitability relationship 
 
A number of studies have empirically investigated the relationship between firm growth and 
profitability in various contexts and circumstances. Table 1 provides an overview of the obtained 
inconsistent results.  
 
---------------------------------- 
Insert table 1 about here 
---------------------------------- 
 
Table 1 shows that some of the previous studies show a significant positive relation between 
growth and profitability, others show a weak positive relation, some show no relation, while others 
show a significant negative relation. A meta-analysis of 88 studies completed by Capon et al. 
(1990) concluded that growth is related to higher financial performance under a wide variety of 
circumstances. However, their study also revealed that the positive association was mainly found 
in across-industry studies, while the association was weak or non-existent in within-industry 
studies, suggesting that profitability is gained from belonging to a growing industry rather than 
from growing faster than one’s competitors (Davidsson et al. 2009). 
 
Two dominant theoretical perspectives on the growth-profitability relationship  
 
Overall, according to Markman and Gartner (2002) two dominant yet divergent theoretical 
views prevail. The first theoretical view is predominately a market or environment argument—or 
an outside-in perspective (Porter 1980, 1985; De Wit and Meyer 2004). The second theoretical 
perspective is on the contrary predominately internally focused—or similar to what Barney (1991, 
2001) and De Wit and Meyer (2004) term an inside-out perspective. The two perspectives are 
presented in more detail in the next sections. 
   
 
Theoretical reasons for growth leading to profitability 
 
From an economies of scale perspective, Besanko et al. (2004) argue that increasing 
production and/or sales will also generate higher profitability. Assuming an inverted U-shape cost 
curve, profitability is expected to grow (at least) up to the point where the average variable cost is 
at the minimum (Besanko et al. 2004; Mansfield 1979). Accordingly, firms are expected to profit 
from growth until this point, but not beyond this point.  Following the idea of an L-shaped cost 
curve and the minimum efficient scale (Mansfield 1979; Gupta 1981), firms are expected to 
benefit from growth at least to the point where the cost-curve flattens out and becomes almost 
horizontal. Therefore, in order to overcome the liabilities of smallness (Aldrich and Auster 1986) 
firms benefit from growing to a certain point. 
 
A similar argument is found in the theory of experience curve effects (Amit 1986; Stern and 
Stalk 1998). This theory holds that a higher cumulative volume will (over time) lower the general 
production costs per unit, and thus increase a firm’s competitive advantage. Likewise, first mover 
advantage (Lieberman and Montgomery 1988) argues that being first on the market can create 
competitive advantage by rapidly building a dominant market position, and thus a quick entry 
followed by growth is important for gaining high profitability. Finally, the theory of network 
externalities (Katz and Shapiro 1985) argue that the value of the offering depends on the number 
of users, so above-average growth should therefore lead to (a potential for) higher profitability 
(Steffens et al. 2009).  
 
In sum, these theoretical perspectives argue that, in general, firms profit from growth in the 
sense that growth is positively related to profitability at least up to a certain point. 
 
The gazelles can be characterised as relatively small firms (they employ on average 13 
people—see the Empirical Results section for further details). In line with this and the above 
theoretical arguments we will argue that most gazelles may not yet have reached the theoretical 
minimum variable cost and the minimum efficient scale. For gazelles we thus argue that growth 
has a positive impact on profitability: 
 
Hypothesis 1a: Among gazelle firms, growth has a positive impact on subsequent 
profitability.  
 
 
Theoretical reasons why growth may not lead to higher profitability 
 
The second theoretical perspective similar to what Barney (1991), Barney et al. (2001) and De 
Wit and Meyer (2004) term an inside-out perspective, argues that growth and profitability may not 
be positively related.  
 
As pointed out by Penrose (1959/95), growth is not just a change in firm size, but also a 
process. In the process of growing, the company may encounter a number of organisational and 
managerial challenges that reduce or reverse any profitability enhancing effects of increased size. 
Relying on the organizational life cycle literature and managerial transitions (Churchill and Lewis 
1983; Greiner 1972; Hambrick and Crozier 1985, Kazanjian 1988), it is here argued that rapid 
growth may lead to a range of internal challenges and difficulties that reduce or eliminate the 
benefits of growth. In order to manage the growth, firms are forced to make significant shifts in 
essential organizational procedures. They might need to change firm structure and reward systems, 
all resulting in organizational disturbance, which—at least temporarily—reduces or eliminates the 
benefits of growth. The firm’s management therefore (often) faces a dilemma, where it has to 
choose between potential economies of scale and learning advantages and the organisational and 
   
managerial risk(s) related to (high) growth. For these reasons growth and profitability do not 
always go positively together. 
 
The gazelles have all experienced a very rapid growth, and the abovementioned organisational 
and managerial challenges may be expected to be severe for these high growth firms. Thus, among 
gazelles where growth rates vary from 100 percent over the four year period to several thousand 
percent, we may expect that growth will have a negative impact on profitability. 
 
In summary, while we expect growth to have an impact on profitability, the overall nature of 
this impact is unclear. Therefore, in line with other studies (Balkundi and Harrison 2006; Steffens 
et al. 2009) we consequently present a competing hypothesis:  
 
Hypothesis 1b: Among gazelle firms, growth has a negative impact on subsequent 
profitability.  
 
 
STRATEGIC ORIENTATION AS MODERATOR OF THE GROWTH-PROFITABILITY 
RELATIONSHIP 
 
Davidsson et al. (2009) argue that the impact of growth on profitability seems to depend on the 
context and the situation in which the firm is embedded. This argument follows the more general 
notion of contingency theory. Within contingency theory, it is hypothesized that there is no one 
best way to organize or manage a firm (Woodward 1958). Organizing and managing a firm 
depends on the environment to which the firm relates (Scott and Davis 2007). Consequently, there 
is no one best strategy—a beneficial strategy depends on the nature of the environment. It further 
means that an explicit growth strategy is not necessarily beneficial—it again depends on the 
environment. Like Durand and Coeurderoy (2001), we follow the contingency theory logic and 
argue that the profit implications of a growth strategy depend on other additional internal 
procedures and strategies. Specifically, we argue that a growth strategy is most beneficial when it 
fits the other internal chosen strategies. Basically, a growth strategy should not be perceived or 
evaluated in isolation from the remaining strategies pursued by the firm. 
  
A well known categorization of strategic orientation is Porter’s (1980, 1985) generic strategies. 
He claimed that in order to achieve competitive advantages, firms need to make two choices. First, 
they should choose between gaining competitive advantages through 1) having low cost of 
production or 2) offering a unique product or service. Second, they should choose to target a broad 
or narrow market. In this paper, we focus on the second aspect of Porter’s strategy framework and 
compare those firms that have a broad market strategy with those that have a focus market 
strategy.  
 
All other things being equal, we can expect that growth is easier to achieve when the market or 
the market potential is large rather than small, just like a player is more likely to reach a certain 
amount of money playing Monopoly when there are more players than few players. In the 
beginning of the game each player starts with a certain amount of money, thus, the number of 
players determines how much money a single player can earn in the end. Similarly, the size of the 
market determines the upper limit of firm growth; it determines how much “there is to fight for”.  
 
Following this logic, it may be reasonable to argue that growth is more expensive to achieve 
when a firm targets a narrow market rather than targeting a broad market. In a broad market, more 
customers are “in circulation” and are easier to capture. The cost of growing is higher when 
targeting a narrow market than the cost of growing when targeting a broad market, because on a 
broad market there is more “to fight for” and therefore growth is likely to be easier and cheaper.  
   
 
The resource based view argues that firms targeting a narrow market tend to have more 
specialized assets (Peteraf 1993; Amit and Schoemaker 1993; Wernerfeldt 1995) than their 
broader scope competitors. The specialized assets may be important for achieving competitive 
advantages in the niche market, but the specialized assets may provide fewer opportunities for 
expansion to other markets outside the specialized niche, and may furthermore develop path 
dependencies (Nelson and Winter 1982), making it more difficult to enter new markets.  
 
Population ecology argues similarly that investments in plants, equipment and specialized 
personnel are not easily transferable to other tasks or markets (Hannan and Freeman 1977). 
Hannan and Freeman (1997) argue that in stable and certain conditions, niche-oriented specialists 
will outperform broader-oriented generalists due to the greater extent of asset specificity suited to 
the (smaller) niche market (Hannan and Freeman 1977, p. 948); whereas in dynamic and uncertain 
markets the efficiencies gained from specialization may not be easily transferred into new and 
changing environmental requirements. Thus in dynamic and uncertain markets organisations with 
a broader-oriented market strategy may outperform the market-nichers due to a more versatile 
combination of resources, skills and abilities. 
 
We therefore hypothesise that firms who target a broader market are more likely to gain benefit 
from growth than firms who target a narrow market: 
 
Hypothesis 2: Among gazelle firms the impact of growth on subsequent profitability is more 
positive for firms with a broad market strategy than for firms with a focus market strategy.  
 
 
METHODS 
 
We conducted a longitudinal study of a large sample of Danish gazelle firms to test our 
hypotheses. Some company data and financial data were obtained from the Danish Accounting 
Authoritative. Financial data reported by firms over a seven year period (2004–2010) were used. 
Other data were collected using a telephone survey.  
 
Sample 
 
Birch (1979, 1981) defined a gazelle as a firm that has grown at least 20% a year for four 
consecutive years, from a base of at least $100,000 in revenue—thus in effect, at least doubling in 
size over that four-year period.  
 
The sample in this study comprises the population of Danish Gazelle firms measured over the 
period 2004 to 2007. The gazelles were defined and identified as firms that had experienced at 
least 100% growth rate in revenue or gross result (due to Danish Accounting disclosure regulation 
gross results were used as criteria for most firms) over the four-year period and have had a 
revenue larger than 1 mio. Danish Kroner or a gross result larger than 0.5 mio. Danish Kroner and 
had positive equity.  
 
The population of Danish Gazelle firms was identified through D&B (previously known as 
Dun & Bradstreet) which contains certain financial information as reported to the Danish 
Accounting Authoritative and general company data. D&B includes all listed and non-listed 
(VAT-registered) firms in Denmark. For identifying the gazelles annual revenue was used to 
measure the “gazelle growth” (from 2004 to 2007); however, in about two thirds of the cases 
revenue was unofficial (not reported to the Danish Accounting Authoritative) and annual gross 
profit was used instead.  
 
   
In total 2,475 Danish gazelle firms over the period 2004 to 2007 were identified. Among those, 
1,107 of the firms’ CEOs agreed to complete a telephone survey. The sample for this study 
consists of the 964 interviews that contain complete data (39% of all gazelles). The survey was 
conducted by Greens Research Institute during 2008. The respondents were the gazelles’ CEOs.  
 
To examine the impact of growth on subsequent profitability, we tracked the gazelles for 
additionally three consecutive years from 2008 to 2010 and recorded their financial data. This 
further allow us to test longitudinal effects and thereby the robustness of our results.  
 
Measures 
 
Dependent variable: The dependent variable in the study is the profitability of the firm. In line 
with arguments in similar studies (Watson 2007; Wennberg and Holmquist 2008; Aupperle et al. 
1985) profitability is measured using Return on Equity (ROE) for 2007-2010. The logarithm of 
ROEs was used to account for the left-skew nature of the distribution. 
 
Independent variables: The independent variable in the study is firm growth. Measuring firm 
growth however is not simple or unambiguous. There are conceptual and methodological choices 
to be made concerning (at least) three issues: first, the time period for measuring firm growth; 
second, the method of calculation (using absolute or relative growth); and third the choice of 
growth factor, for example number of employees, sales, assets, market share, managements’ 
perception of the firms’ development etc. Development in sales or number of employees are often 
used as indicators in studies that wish to compare and analyse firm growth (Delmar 1997; 
Davidsson and Wiklund 2000; Gilbert et al. 2006; Shepherd and Wiklund 2009); however, there is 
not necessarily complete correlation between growth in sales and number of employees (Delmar 
1997). Shepherd and Wiklund (2009) investigated the concurrent validity between various growth 
factors and concluded that the validity is “moderate to high” between growth in sales and growth 
in employees, and also “moderate to high” between absolute and relative growth in number of 
employees. This means that results and findings in studies using one of these indicators should be 
(somewhat) comparable to studies using one of the other indicators. 
 
In this study we have chosen to measure growth in relative terms by number of employees over 
a four-year period (year 2004–2007). Specifically, we calculated growth as (Employees_year2007 
– Employees_year2004) / ½ (Employees_year2007 + Employees_year2004). Growth measured in 
employees makes it possible to have a much larger and more representative sample (e.g., 
compared to using “sales”), as only around one third of all Danish firms reveal their sales figures 
(due to Danish accounting legislation). By using employees and growth indicator we can make a 
broader analysis and comparison of the growth across all sectors and industries in the sample. It 
should be mentioned, however, that this measure has the limitation that it does not detect or 
analyse different growth patterns during the two measurement points (over four years).  
 
Moderator: The “strategic orientation” of the firm is a dummy variable indicating whether the 
firm pursues a focus market strategy (1) or broad market strategy (0) (Porter 1980, 1985). The 
variable is measured by the question: “Is your company primarily engaged in a market niche?” 
(With three options: 1. Yes, 2. No, 3. Do not know/Do not want to answer.) 
 
Control variables: In the analysis we control for geographic region; industry; firm age (years 
since founding); firm size (number of employees); and the CEO/owner-manager’s educational 
background, age and gender. 
 
 
   
 
EMPIRICAL RESULTS 
 
Tables 2 shows the descriptive statistics. Table 2 shows that the gazelle firms are represented 
in all regions across all industries, although the majority seem to be centered around the capital 
and in the wholesale or retail industry. The majority of gazelle managers (the CEO or the owner-
manager) are males between 41–55 years, with a vocational, a short or medium-long higher 
education.  
 
A table of correlations, means and standard deviation (SD) can be obtained from the author. It 
reveals that gazelles are approximately 13 years old and have 12 employees, although both figures 
show a large standard deviation. The gazelles have experienced a growth of approximately 9 
employees in the period from 2004–2007. A focus strategy is the most common among the 
gazelles; 67% pursue a focus market strategy, whereas the remaining 33% pursue a broad market 
strategy. The correlation table shows generally low correlations for the independent variables and 
control variables (except, as expected, the dummy coded variables), which suggest low correlation 
between the important variables.  
 
---------------------------------- 
Insert table 2 about here 
---------------------------------- 
 
Statistical Analyses 
 
We conduct hierarchical linear regression for profitability to test our hypotheses. We first 
estimate a model with the control variables. We then introduce the main effects of our independent 
variables, followed by the interaction effect. 
 
Table 3 presents the results of the regression analyses for our measure of profitability in 2007 
(log return on equity). The table displays un-standardized coefficients, their level of significance, 
summary statistics for each model and change statistics for each step of the hierarchical sequence. 
Model 1 contains the control variables. Model 2 introduces the main effects of employee growth 
and strategy (dummy variable). Model 3 examines the interaction effect of strategy and 
employment growth. Table 4 compares the regression results for Models 2 and 3 (without 
displaying the control variables) for profitability in different years - 2007, 2008, 2009 and 2010. 
 
---------------------------------- 
Insert Table 3 and 4 about here 
---------------------------------- 
 
The main effects model (Model 2) shows a significant increase in explanatory power compared 
with the controls (Change F 16.64; p<.001). We find a positive significant relationship between 
growth in number of employees and return on equity (B = 0.280; p<0.001). Table 4 illustrates that 
this result is consistent for all years 2007 to 2010, albeit with a decreasing effect size. Hence we 
find support of our Hypothesis 1a and in disfavour of the competing Hypothesis 1b. 
 
When the interaction effect of growth and strategy is introduced (Model 3), we observe a 
significant increase in the model’s explanatory power (Change F 10.75; p<0.001). The interaction 
of a focus strategic orientation and growth in number of employees has a negative effect on 
profitability (B = -0.365; p<0.001). Again, this result is consistent for all years 2007 – 2010, 
although the effect is only marginally significant for 2010 profitability (B = -0.136; p<0.1). Hence 
   
we find support for hypothesis 2. Thus, those gazelles following a focus market strategy have a 
less positive relationship between growth and profitability.  
 
Figure 1 graphically displays the impact on profitability of the interaction between strategic 
orientation and growth for these gazelle firms. We can see that growth has a positive impact on 
subsequent profitability for both firms with a broad strategic market orientation and those with a 
focus strategic market orientation. However this impact is stronger for firms pursuing a broad 
strategic market orientation. We also observe that for gazelle firms with (relatively) low levels of 
growth, the choice of focus or broad market strategy has little impact on profitability. But for 
those gazelle firms that achieve very high growth, pursuing a broad market strategy improves 
subsequent profitability on average. 
 
We also make a few observations regarding the control variables. Several industries show a 
higher level of profitability than Manufacturing, namely Building and Construction, ICT, 
Knowledge Services and Other Services. Male CEOs tend to lead gazelles with higher profitability 
than females. 
 
For analyzing potential multicollinearity, we conducted multicollinearity analyses. Variance 
Inflations Factor (VIF) has been analysed for all variables. The individual multicollinearity 
coefficients are not reported here for space constraint reasons. The analyses of VIF show 
acceptable values under 4.0 (Hair et al. 2010). For the dummy-coded variable and when entering 
the interaction effects in Model 3, the values increase as expected (see the arguments for this in 
Brambor et al. 2006). Overall, the analyses show acceptable low levels of multicollinearity.  
 
 
---------------------------------- 
Insert Figure 1 about here 
---------------------------------- 
 
 
DISCUSSION AND CONCLUSION 
 
In this article we have investigated the relationship between firm growth and profitability 
among gazelle firms. In particular, we have examined how firms’ strategic orientation moderates 
this relationship. 
 
In many previous studies of growth and profitability, gazelle firms are lost in the large crowd 
of more normally growing firms, and thus we have not had any knowledge about the growth-
profitability relationship for this group of high growth firms. Only one previous study has 
explicitly investigated high growth firms (Markman and Gartner 2002). And contrary to this study, 
we found that there is a positive relationship between growth and profitability among gazelles.  
 
The longitudinal nature of the data set, gave us a possibility to incorporate a time difference in 
the measurement of the independent, dependent and moderating variables, eliminating causality 
issues and increasing the robustness and validity of our results.  
 
From the empirical results it could be argued that the positive effects of economies of scale 
(Besanko et al. 2004; Besanko, et al. 2004; Mansfield 1979), experience curve effects (Amit 1986; 
Stern and Stalk 1998), first mover advantages (Lieberman and Montgomery 1988), and network 
externalities (Katz and Shapiro 1985; Steffens et al. 2009) seem to “outweigh” the potential 
negative effects of organisational and managerial challenges and difficulties related to growth, as 
   
described in the organisational life cycle literature (Churchill and Lewis 1983; Greiner 1972; 
Hambrick and Crozier 1985, Kazanjian 1988).  
 
Furthermore, we empirically confirm our hypothesis that strategic orientation moderates the 
relation between growth and profitability, and we showed that the positive relation between 
growth and profitability among gazelles are strongest for the firms that pursue a broad market 
strategy, compared to firms that pursue a focus strategy. Our results were astonishingly consistent 
both over years from 2007 to 2010 and across profitability measures. Only the interaction effect of 
growth and strategy disappears after four years, in 2010, but this is not surprising since many 
gazelles are dynamic and operate in dynamic and complex environments.  
 
Our results are interesting since only 33% of the gazelles pursue a broad strategy, and since it 
promotes the—perhaps counter intuitive—argument that high growth firms get more profit from a 
broad market strategy than from a focus market strategy.  
 
We argued that the moderator effect is due to the fact that focus-oriented firms are operating in 
markets where there are relatively less “to fight for”. The pie that needs to be shared among the 
incumbent firms is smaller compared to the pie in a broader market.  
 
This argument has certain limitations though: the question is, whether a growth strategy is 
about achieving a greater share of a given and fixed-sized market, or whether a growth strategy is 
about enhancing or creating a market. We have viewed the issue as zero-sum game, where the size 
of the market is given beforehand. Some argue that entrepreneurship, perhaps especially for 
gazelles, is about enhancing or creating new markets (Sarasvathy 2001; Gartner et al. 2003). It 
could therefore be argued that the issue of strategy, growth and profitability should be analyzed as 
a positive-sum game rather than a zero-sum game. 
 
We argue that by focusing on the gazelles we sort out a large portion of the firms where there 
is a difference between growth intentions and realized growth. This has provided us with 
indications of the connection between growth intentions and profitability. We argue that by 
focusing on gazelles, we may gain knowledge of the relationship between an explicit growth 
strategy and profitability. Future empirical research may shed further light on this issue as well. 
 
For managers of gazelle firms, this study has some important implications. In agreement with 
contingency theory, the study shows overall that no strategy is universally valid. The potential 
benefit of a strategy depends on the context. Specifically, management should carefully consider 
and align their firm’s growth strategy and market strategy. In particular, managers of gazelle firms 
focusing on a narrow market should be cautious that too rapid growth may limit profitability.  
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Table 1 - Empirical investigations of the impact of growth on profitability 
 
Impact of growth 
on profitability  
Within-industry studies Across-industry studies 
Significant positive 
impact 
Mendelson 2000 (MS) 
 
 
 
Chandler and Jansen 1992 (JBV) 
Russo and Fouts 1997 (AMJ) 
Glancey 1998 (IJEBR) 
Cox et al. 2002 (BCERC) 
Capon et al. 1990 (MS) 
Weak positive 
impact 
Baum and Wally 2003 (SMJ) 
 
Cho and Pucic 2005 (SMJ) 
Kim et al. 2004 (SMJ) 
Peng 2004 (SMJ) 
Insignificant impact Capon et al. 1990 (MS) 
 
Roper 1999 (SBEJ) 
Sexton et al. 2000 (BCERC) 
Markman and Gartner 2002 (ETP) 
Significant negative 
impact 
Hoy, McDougall and D’Souza 
1992  (A) 
Reid 1995 (SBEJ) 
 
 
Note: BCERC = Babson College Entrepreneurship Conference; JBV = Journal of Business Venturing; MS = 
Management Science; AMJ = Academy of Management Journal; IJEBR = International Journal of 
Entrepreneurial Behaviour & Research; SBEJ = Small Business Economics Journal; SMJ = Strategic 
Management Journal; SME = Small Business Economics; ET&P = Entrepreneurship Theory and Practice; A 
= In D.L. Sexton and J.D. Kasarda (eds.), The state of the art of entrepreneurship. Boston: PWS-Kent. 
 
 
   
 
Table 2 - Descriptive statistics 
 
Region North Jutland 9% 
 Copenhagen area 34%
 South Denmark 22%
 Zealand 10%
 Mid Jutland 24%
Industry Primary industries  1% 
 Manufacturing industries 15%
 Building and construction  18%
 Trade (wholesale/retail) 30%
 Transport 5% 
 ICT 10%
 Knowledge service  12%
 Finance, insurance, and other services 10%
Age; CEO/Owner-manager 18–40 years 7% 
 41–55 years 64%
 Over 56 years 29%
Gender; CEO/Owner-man. Female 6% 
 Male 94%
Educational background Primary school (9–10 years) 1% 
 Vocational education 28%
 High school   11%
 Short/medium-cycle higher educ. 34%
 Long higher education 26%
Strategic orientation Focus market strategy 67%
 Broad market strategy 33%
 
Source: Gazelle data 2008, Boersen Business News and Greens Research Institute. 
   
Table 3 - Hierarchical linear regression for Profitability year 2007 (Log Return on Equity) 
 
 Model 1  Model 2  Model 3  
 Controls  Main effects Interactions 
Region (reference Copenhagen area)      
   North Jutland -.130  -.137  -.144  
   Southern Denmark -.006  -.008  -.007  
   Sealand .034  .09  .006  
   Midt Jutland -0.54  -.069  -.074  
Industry (reference Manufacturing)     
   Primary Industries -.149  -.155  -.138  
   Building and construction .358 *** .318 ** .309 *** 
   Trade (wholesale/retail) -.120  -103  -.104  
   Transport .125  .103  .077  
   ICT .238 ** .202 * .187  
   Finance -.586 * -.488  -.501  
   Knowledge services .294 ** .291 ** .293 ** 
   Other services .396 *** .374 *** .372 ***  
Firm age -.009 *** -.006 * -.005 ** 
CEO age  (reference 18–40 years)     
   41–55 years .043  .034  .033  
   +56 years -.022  -.012  -.015  
CEO gender (reference; male) -.285 ** -.289 ** -.269 ** 
CEO education  (reference prim. school)     
   Vocational education .047  .061  .059  
   High school -.017  -.010  -.006  
   Short/medium-cycle higher educ .044  .044  .040  
   Long higher education -.057  -.078  -0.71  
No of employees -.002  -.002  -.002  
Growth ( Relative no. of employees)  .280 *** .536 *** 
Focus strategy  -.111 * .092  
Growth * Focus strategy   -.365 *** 
         
R2 .136  .167  .177  
Adjusted R2 .116  .146  .155  
Change in R2 .136  .030  .010  
Model change F Statistic 6.78 *** 7.88 *** 8.08 *** 
Source: Gazelle data 2008, Boersen Business News and Greens Research Institute. 
Note: N=964 
* p<0.05; ** p<0.01; *** p<0.001 
   
 
Table 4 - Hierarchical linear regressions; Longitudinal effects 2007 - 2010 
 
DV= Return on Equity (ROE) 2007 2008 2009 2010 
     
   Controls Yes Yes Yes Yes 
     
Main effects only (model 2)     
   Growth .280*** .206*** .207*** .162*** 
   Focus strategy -.113* -.090* -.075 -.104** 
    
Full interaction model (model 3)    
   Growth .536*** .308*** .361*** .260** 
   Focus strategy -.092 -.016 -.075 -.033 
Interaction      
   Growth in empl * Focus strat. -.365*** -.200** -.221** -.136^ 
     
 
*** p < 0.001; ** p < 0.01; * p < 0.05; ^ p < 0.1. 2-sided tests for non-hypothesized relationships. 
1-sided tests for hypothesized relationships. 
   
 
Figure 1 - Relationship between Growth and Profitability moderated by Strategic 
Orientation 
 
 
 
 
 
